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ABSTRACT 

There is growing recognition that the control of 
aggregate demand is limited in its ability to control both 
unemployment and inflation, and that structural changes in the 
economy will be required to achieve continuing full employment and 
price stability. This report indicates how manpower policies can 
contribute to stabilization of the economy. It is a preliminary 
effort to formulate an active orogram and to assess its costs and 
benefits. Shifting the trade-off between inflation and unemployment 
so that both are reduced can be accomplished in several ways: (1) 

reduction in the labor turnover rate, (2) increase in job search 
efficiency, (3) reduction in the responsiveness of wages and prices 
to the vacancy- unemployment ratio, (4) control of exogenous pressure* 
toward inflation, and (5) reduction in imbalances between 
compartments. Recommendations to improve the trade-off cover four 
areas: (1) job matching, (2) vocational counseling and employment 
opportunities for youth, (3) training and job restructuring, and (4) 
geographic mobility assistance. (BH) 
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FOFEWORD 



This study tries, on the basis of present knowledge, to indicate 
to policy makers how manpower policies can help resolve the inflation- 
unemployment dilemma. This is especially important in light of the inability 
to achieve this goal through the use of monetary and fiscal policies alone. 

The recommendations made here are a preliminary effort to formulate 
an action program and to assess its costs and benefits. We hope that other 
researchers and program specialists will join with us to improve this program 
mix and our estimates of its performance. 

Lack of adequate data, theor*, and empirical knowledge about the 
potential national impacts of manpower policy severely limits our ability 
to assess many effects as precisely as would be desired. It also is clear 
that the designs, institutions* and resources of present manpower programs 
do not have the scale* effectiveness, or direction to correct the inflation 
and unemployment situation along the lines we indicate* However* we must 
guard against the facile conclusion that what hasn't been done can't be done. 

Many of the general points that we make in recommending manpower policies 
have been made by the Council of Economic Advisers and other groups and 
individuals. Some manpower recommendations have been incorporated in long 
lists of structural changes awaiting future action. But in our opinion 
the urgency of the inflation-unemployment problem makes these changes essential 
as soon as they can be effectively implemented. 

In evaluating our recommendations a key point is the potential impact of 
new programs. . This cannot be accurately inferred from the performance of 
existing programs that are directed at different targets. We have* nevertheless* 
tried as best we could in limited time to estimate both what needs to be 
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accomplished and what resources would be needed. 

If other economists and manpower specialists confirm our view that 
manpower policies have a unique potential for realizing macroeconomic 
objectives, then policy makers should begin actively to weigh this alternative 
against others, and prepare for its Implementation in action programs. Because 
of the long time this requires, and because of the present critical situation, 
it is reasonable for policy makers to seek the kind of provisional judgment 
that we are attempting here despite the risks inherent in making recommendations 
before the research is completed. 

President Nixon's wage-price freeze and the Phase II program of guidelines 
and controls will undoubtedly dampen inflationary expectations and may succeed 
in restraining firms and unions from fully exercising their market pover. How- 
ever, atomistic market forces that contribute to inflation and unemployment are 
likely to be little affected, and it would be wise in addition to pursue needed 
structural reform measures that cannot be implemented quickly. Unfortunately, 
in the urgent quest for measures that may work quickly, fundamental structural 
measures so far have been neglected. 
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Part A 



THE ANALYSIS AND ITS IMPLICATIONS IN BRIEF 



There is growing recognition that the control of aggregate 
demand is limited in its ability to regulate both unemployment and 
inflation, and hence that structural changs in the economy must be 
sought if full employment and price stabil ; are to be obtained on 
a continuing basis. Our work at Tb ’-■*»* fn itute supports this 
conclusion and has convinced us thf ranges in the 

labor market are essential to resol v : -on- unemployment 

dilemma. 

Unfortunately a wide gap exists between present knowledge of 
the processes that account for inflation and unemployment, and 
knowledge of the impact of various programs on these processes. 

We present the following exploratory policy analysis in the hope 
that if the need for certain types of programs is adequately esta- % 
blished, then the attendant problems of implementation can be 
gradually solved through an evolutionary process of legislation, 
design, experimentation, and evaluation. 



If or an overview of the problem and analysis see C.C. Holt, 
C.D. MacRae, S.O. Schweitser, and R.E. Smith, The Unemployment- 
Inflation Dilemma: A Manpower Solution . (The Urban Institute, 

Washington, D.C., 1971). 

For a s ummar y of our analysis and programmatic recommendations 
see C.C. Holt, C.D. MacRae, S.O. Schwsitser, and R.E. Smith, 
"Manpower Proposals for Phase III," Brookings Papers on Economic 
Activity (3-1971), Brookings Institution, Washington, D.C. 
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This Part consists of a brief overview of the analysis* recom- 
mendations* and conclusions contained in the balance of the report. 

We first consider the long-run inflation-unemployment relation, and 
the labor market relationships that lie behind it. Next, we summarise 
the programmatic recommendations that follow from this analysis and 
present estimates of their costs and potential benefits. 

The balance of the paper and the Appendix develop the analysis 
and the programmatic proposals more fully. Part B develops the specific 
program and policy recommendations and evaluates their costs and benefits. 

Part C considers issues of implementation: design* evaluation* qualifications, 

and budget. The Appendix presents more technical analyses of the labor 
market and econometric estimates that are used in predicting program 
impacts. 
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I. Summary of the Analysis 

In this chapter a summary of the theoretical analysis of the model 
is presented. Much of the work, of course, builds upon previous studies.^ 

There is abundant evidence that the abilities and tastes of workers 
are complex and varied, and that the requirements and inducements of jobs 
are similarly complex and differentiated. Consequently, a time-consuming 
search process for both worker and employer is required to attain employment 
matches that will be both satisfying and productive. Unfortunately the 
process is often impeded by such barriers as prejudice, union member- 
ship, and hiring policies not geared to productivity. Geographic distance 
further segments the labor market. Also, once employment relationships 
are escablished, they are often soon ended by quits or layoff* » so employers 
and workers must resume searching the labor markets. 

In the American economy roughly one man ^n twenty is searching for 
a job which lasts, on the average, only two years. Between three and five 
million workers and a corresponding number of vacancies are continually 
Involved in this search process and the annual flow through the labor 
market is roughly half the size of the labor force. Unemployment is a 
costly and wearing experience typically lasting weeks or months, and for 
many workers it is suffered recurrently. 

In general, high turnover rates and long search times account for 
high base levels of both unemployment and vacancies. Some particular 

*See The Unemp lovment-Inf lation Dilemma : A Manpower Solution . 

op . cit. , for an extensive bibliography. ~ 
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groups of workers have relatively high turnover rates and take somewhat longer 
to find jobs. This results In longer and more froquent bouts of unemploy- 
ment and hence In higher unemployment rates for these groups. Since job 
tenure is short the vacancies must be filled often* and henn there always 
is a stock of vacancies waiting for workers to be found. Of course, the 
ratio of vacancies to unemployed workers varies over the business cycle. 

Money wages tend to change when the tannber of vacancies gets out of 
balance with the number of eligible workers In the market. Wher the ratio 
of vacancies to unemployment Is high, wage Increases are offered by employers 
In order to recruit new workers, and employers raise the wages of their present 
employees more quickly In order to hold them. However, wages can be stable 
with either high unemployment and high vacancy rates, or with low unemployment 
rates and low vacancy rates. High unemployment rates In themselves do not 
Indicate deflationary pressures on wages. They may simply reflect high turn- 
over. 



With Increases In aggregate demand, employers Increase the number of vacancies 
as they seek more employees in order to Increase production. With more vacancies 
to choose from the unemployed find jobs more quickly and unemployment rates decline. 
There Is a strong tendency, resulting from the complementarity of labor, for all 
types of vacancies to Increase or decrease In roughly the same proportion when 
aggregate demand changes, and similarly for the unemployment of all types of 
workers to change by the same proportion, but In the opposite direction. Thus, 
fairly stable and persistent equilibrium patterns tend to occur relating the 
different unemployment and vacancy rates of various groups, cities, occupations, etc. 

As the result of these relationships, increases in aggregate demand tend 
to make the ratios of vacancies to unemployment move together in all labor 
markets and this tends to put a general Inflationary pressure on all 
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markets so that the money wages in all sectors tend to rise together. 

Thus uniformity of wage movements is not inconsistent with quite different 
unemployment rates in various market sectors. 

But when aggregate demand changes, its regional and industrial composition 
usually changes as well, so the equilibria just discussed are constantly being 
disturbed and the various sectors of the labor market must absorb temporary 
and permanent changes in the pattern of demand. Decisions to locate new 
plants and spontaneous shifts of population also introduce disturbances. 

Hence, superimposed on the equilibrium between unemployment, 
vacancies and wage change that we have just described, are imbalances 
in the demand and supply of labor occurring in various segments of the 
labor market, so that shortages and gluts of labor can and do appear in 
particular regions, industries, and occupations. On net, these imb* -nces 
between segments contribute to inflation because wages are more responsive 
to the excess of vacancies relative to unemployment in the tight segments 
than they are testrained by the excess of unemployed workers relative to, 
vt.. ancles in the slack segments. A graphical analysis of this point and 

empirical estimates of the extent to which these imbalances contribute to 
inflation are made in the Appendix. 

Of course, when labor shortages drive up wages in a particular sector, 
new workers are drawn by the existence of vacancies at attractive wages 
and after a time the inflation producing shortage diminishes. In the 
meantime, however, wages on net are increased. 

When demand falls, employers resist laying off highly skilled workers 
so that the cutback in employment falls most heavily on unskilled low- 
paid workers and their earnings are further depressed relative to those of 
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skilled workers. 

The growth of population supplies a steady inflow of young people 
irto the labor market; hence an extra stock of vacancies and continual 
growth of employment are needed. Thus the*, unemployment rate particularly 
for young people will tend to be high when the rate of flow of new 
entrants into the labor market is high. 

Now consider what happens as aggregate demand le Increased through 
monetary and fiscal policy. Starting from a slack economy the growth of 
vacancies increases employment opportunities* relieves any deflationary 
pressure on money wages* and attracts increased participation in the labor 
force. Such a stimulating policy raises output* picks up the slack in 
labor utilization so that labor productivity rises* stimulates Investment 
in capital and in training* speeds the introduction of capital and labor- 
saving technology* and speeds up the process of promotion and job up- 
grading. 

When rising aggregate demand Increases the number of jobs, the stock 
of vacancies rises* unemployment declines* and Inactive workers are drawn 
into active job search. The high vacancy* low unemployment market is an 
environment in which training programs can be very effective in placing 
their trainees. The inability of employers to fill the high level of 
vacancies stimulates them to restructure jobs, and to train and reassign 
their work forces. Employers tend to compete for new workers by increasing 
wage offers and lowering worker requirements • On-the-job wage Increases 
are used by employers to try to inhibit quits. Some vacancies are so 
difficult to fill that the employers cease searching. 
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Because of geographic, occupational, racial, and sexual segmentation 
of the labor market, it is quite possible for some segments of the market 
to remain tight while others are loose. Hence it is possible, temporarily, 
for some workers to experience high vacancies, upgrading opportunities, and 
inflationary wage Increases while, at the same time, others are experiencing 
high unemployment and stagnation. 

With further Increases in demand, the ratios of vacancies to unemploy— 
ment rise in most labor markets and the upward pressure on wages is perva- 
sive. However, imbalances occur between market segments leading in some of 
them to skilled labor shortages 1 which accentuate the upward pressure on 
wages. The Increased wages are passed on as Increased prices* which in 
turn stimulate demands for compensating wage Increases in all industries 
and lead to expectations of receiving these Increases. However, 
frictions and resistances to changes in wages and prices are sufficient, 

J 

after a lag, to produce an equilibrium rate 3 of wage and price change. 

The Immediate Impact of any wage or price Increase on workers, ’ t 
employers and consumers is a change in real wages and prices with attendant 
consequences for standard of living, profit rates, etc., and hence is not 
viewed casually as just a nominal change in the value of money due to 
inflation. Hence, the pressures for wage and price changes and the resis- 
tances to them typically Involve conflict and the expenditure of resources. 



Shortages of less skilled workers can be eliminated if more skilled 
workers are available. 

2 

In concentrating on wage increases we are implicitly using a simple 
cost markup theory of pricing. However, to explore the effects of structural 
changes in product markets or of income policies a more fully developed theory 
of wage-price interaction and expectations would be needed. 

There is controversy on this point. Some economists argue that the 
frictions resisting wage and price change are so small that wages will accelerate. 

o 
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Very high inflation rates could trigger institutional changes that 
reduce the resistance to wage and price changes* and this would Increase 
the inflationary response. 

Since the above tight labor market situation tends to be inflationary, 
the governmental response is likely to be to reduce demand by monetary and 
fiscal poliry and as a consequence to reduce the job stock* This lowers the 
vacancy rate, raises unemployment (particularly of the less skilled workers), 
and discourages unemployed workers into dropping out of the labor force. 

Because of the abundance of unemployed workers, employers have less incentive 
to restructure jobs, train and reassign their work forces, or hire the 
graduates of governmental training programs. Because of the decreased pressure 
for output, employers slow technological innovation, and workers hold back 
production* 

The critical dilemma for economic policy in the United States 
arises because Inflationary pressures on money wages occur if full employ- 
ment is sustained* That is to say, turnover, search time, market segmentation, 
and Imbalances in the labor market prevent unemployment from reaching acceptable 
levels unless the level of vacancies is raised so high that inflation results. 

We are referring here to the long-run sustainable relations, not to temporary 
ones that reflect delayed responses* 

The regulation of aggregate demand alone cannot resolve the dilemma* It 
can only pursue the 1" ast bad compromise and avoid whip-sawing the economy 
by reacting alternately to acute inflation or to unemployment, thus bringing 
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on the opposite problem. By taking advantage of the lagged response of 
wages and prices, it is possible to have low unemployment and low inflation — 
but only temporarily . The opposite case of temporarily high levels of both 
inflation and unemployment then follows as recent experience amply illustrates. 
Structural changes are Indicated, and the question is how best to achieve them. 

Concentration of corporate and union power certainly can affect wages, 
prices, and profits, so additional measures may well be needed to fully resolve 
our inflation and unemployment problem. However, the structural frictions that 
occur in the labor market are sufficient to account for our inflation-unemploy- 
ment dilemma, without reaching for additional explanations. A reduction of 
these frictions would yield a better unemployment-inflation trade-off. 

We conclude that there is a clear need for governmental Intervention in 
the labor market on the micro level with new kinds of manpower policies and 
programs on sufficient scale to have important impacts on inflation and unemploy- 
ment. The objectives of these programs should be to: 1) speed the adjustment 

cf the labor market to disturbances in order to minimize disequilibria that 
contribute to inflation and unemployment, 2) attain better equilibria’by off- 
setting the effects of externalities, 3) secure the economies of scale and 
expertise in collecting, processing, searching, analyzing and transmitting 
market information about jobs, workers and services, and 4) reducing barriers 
to adjustments. Accordingly this paper proposes programs and policies that 
stress efficiency, growth and reduction of inflation. The objectives are 

distinct from those of existing manpower programs that are aimed primarily 
at the reduction of poverty and should continue to be. 

This chapter has provided a nontechnical overview of our analysis, 
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sufficient to indicate the basis for the subsequent policy recommendations. 
Readers who seek a more rigc-ous presentation of the analysis are referred 
to the Theoretical and Empirical Appendix. *• 



f 

I 



^Section D Includes an algebraic derivation of the Phillips curve 
whose parameters relate directly to the proposed manpower programs. The 
graphical analysis and discussion of market segmentation are stressed in 
"Manpower Policies to Reduce Inflation and Unemployment , " forthcoming in 
The Interaction of Manpower and General Economic Policies. Lloyd Ulman, editor. 

For additional work In a similar vein and references to the literature , 
see Microeconomic Foundations of Employment and Inflation Theory. E.S. Phelps, 
editor, W.W. Morton, 1970. 








II. Policy Implications of the Analysis and Summary of Program C 

Recommendations 

The analysis summarized in the preceding chapter provides the 

A 

V. 

basis for identifying policies and programs that could shift the inflation- 
unemployment trade-off. From this analysis we can see that the inflation- 
unemployment trade-off, known as the Phillips curve, would be moved downward, 
corresponding to lower inflation for any given unemployment rate, if: 1) the 

turnover rate were reduced, 2) the searct; efficiency were increased, 3) the 
responsiveness of wages and prices to the vacancy-unemployment ratio were 
reduced, 4) exogenous pressures toward inflation were reduced, and, finally, | 

5) imbalances between compartments were reduced. 

Reducing turnover would result from increasing the quality of the 
individual worker-job matches. Increasing search efficiency is a matter of 
speeding placements. The issues of speed and quality of placements point 
toward improvements in the employment service function. The reduction of wage 
and price responsiveness and the reduction of exogenous pressures toward 
inflation might be approached by incomes ^ antitrust, and union policies. The dis- J 

persion of unemployment between compartments is interpreted as reflecting a 
mismatch between the distribution of worker capabilities and preferences on 
one hand, and the distribution of job requirements and rewards on the other. 

Reduction of dispersion would require occupational and geographic movements of 
people and restructuring of jobs. Thus Improved training, mobility, and 
industrial engineering would be Indicated. 

From our estimates of the amount of unemployment dispersion that exists in the 

j 

economy we can make rough estimates of the costs Involved in reducing it. { 

% 

i 

k 

1 







II-2 



Then, by estimating the parameter that indicates the inflation response 
to dispersion, we can estimate the benefits of reducing dispersion. The 
benefits can be expressed in terms of reducing inflation or reducing 
unemployment. Similar direct estimates can be made for other programs. 

Our recommendations cover four broad program areas: job matching 

services to speed placements and reduce turnover; vocational counseling 
and employment opportunities for youth to reduce their high turnover 
and increase subsequent productivity; training and job restructuring to 
reduce inflationary shortages of skilled workers; and geographic mobility 
assistance to reduce inflationary labor shortages and pockets of high unemploy 
ment. In addition, research and experimentation are proposed to determine 
the most effective techniques for implementing these proposals and for 
reducing institutional barriers in the labor market. The recommendations 
in brief follow: 

A. Matching Workers. Jobs, and Manpower Services 

There is a great potential for improvement In the employment service 
function of bringing together workers, employers, and employment-related 
services. We recommend 1 (IV-a.) that the Federal-State Employment Services 
be restructured so that each office will assign some staff counselors and 
interviewers specifically to serve the needs of workers, and some similarly 
committed to employers. To help motivate and guide the Employment Service 
staff in making the matches that will best reduce inflation and unemployment 
while giving special consideration to workers and employers with problems, 

^Each recommendation is keyed to the corresponding chapter and 
recommendation in Parts B and C. 
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we recommend (IV-b.) the use of incentive formulas that are suggested 
by labor-market theory. In particular, quality of placement) measured in 
terms of job tenure, should be stressed to reduce turnover. 

To improve the functioning of private employment agencies, we recommend 
(IV-c.) that fee-splitting, standards, etc., be established so that the public 
and private agencies can cooperate in achieving a flexible nation-wide 
placement system. 

Since some of the Employment Service functions are amenable to auto- 
mation and others are not, we recommend (IV-d.) the urgent development and 
installation of a nation-wide, computerized, man-machine system for matching 
workers, jobs, and services. The computer-matching system would incorporate 
behavioral relationships to help predict, for human follow-up, which of the 
astronomic number of possible matches hold the greatest promise of being 
both satisfying for the worker and productive for the employer. 

To improve substantially the quality of the Employment Service, we 
recommend (IV-e.) upgrading and expanding the staff and establishing salary 
levels to attract and retain well-qualified professionals. 

We recommend (IV-f.) that the Federal Government take the lead in 
organizing, funding, and coordinating the nation's public— private employment 
service system* roughly tripling its present capacity. 

B. Reducing the High Unemployment of Young People 

Certain groups. Including youth, blacks, women and the disadvantaged, 
suffer relatively high unemployment rates. Reducing the unemployment problems 
of youth contributes to solving the labor-market problems of the other groups. 
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an d getting youth off to good vocational starts can produce lifetime 
benefits* For both teenagers and blacks* more emphasis needs to be placed 
on preparation for jobs that will last end be worth keeping, and less on 
simply producing short-term placements. Their high unemployment is largely 
due to high turnover rates, not to prolonged job search. 

We recommend (V-a.) that existing vocational education and manpower 
programs serving youth, such as the Neighborhood Youth Corps and MDTA 
training, be redirected toward preparation for employment that will be 
more stable as measured by reduced turnover rates. 

High school programs for students, even in vocational schools, are 
weak in vocational counseling. There is less than one counselor per school, 
and counselors frequently lack suitable training. We recommend (V-b.) more 
cooperation between schools and the Employment Service, doubling the number 

of counselors and improving their training. 

To improve the transition from school to work, we recommend (V-c.) that 
school work-study programs begin for younger students and that employers be 
subsidized so that they can afford to offer students valid work experience. 
About one million new work-study and subsidized after-school and vacation 
job opportunities would be developed. 

C. Reducing Critical Skill Vacancies 

When the occupational composition of the work force does not match 
the distribution of skill requirements, wages go up in the shortage occupa- 
tions, and those increases spread through the economy. Therefore we urge 
recruitment of labor from less tight occupations along with necessary job 
training to fill the critical skill shortages. 
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To do this we recommend (Vl-a.) a data and analysis effort to 
anticipate or, at least, quickly identify the occupations that are in 
short supply. 

To respond to these scarcities we recommend (Vl-b.) a major expansion 
of training that is closely tied to anticipated needs for skilled workers. 
Only about 70,000 unemployed workers who are not disadvantaged now receive 
training annually in government-sponsored programs. We estimate that these 
should be increased by 1.1 million trainees — both on-the-job and institu- 
tional — and oriented toward skilled-labor shortages. 

Many skilled-worker shortages can be avoided by restructuring jobs so 
that they can be filled by available workers. We recommend (VI-c.) that the 
Employment Service add 4,000 industrial engineers and psychologists (an 
average of two per office to the current staff of 35,000) to assist employers 
in solving their problems with shortages of skilled workers. 

Many skilled women or women capable of readily learning skills aie 
unable to work because of the lack of adequate child care facilities. We 
recommend subsidizing day-care Centers (Vl-d.) to enable these mothers 
to become skilled workers and to help ease the skill shortage. 

D. Reducing Geographic Imbalance 

The large distances between job markets cause able workers and good 
jobs to go begging simultaneously. Self-adjustments of the market are 
inhibited. The travel hurdle poses particular problems to the poor and 
disadvantaged. We recommend (Vll-a.) a new mobility assistance program for 
regional labor shortages and the disadvantaged. About 200,000 workers and 
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their households (about 10 percent of the migration flow) might be aided 
annually* 

To implement this program* we recommend (VII-b.) an employment service 
that will function nationally to help workers move and supply financial 
assistance to aid their moves (VII-c.) 

B. Reducing Institutional Barriers 

Institutional barriers in the labor market based on discrimination* 
licensing* union membership* and so forth* inhibit the response of labo. 
to production requirements and thereby increase unemployment and skill 
shortages* the latter in turn contributing to inflation. We recommend 
(VUI-a.) that a presidential commission focus on developing active and 
effective governmental policies for dissolving artificial barriers to 
employment. An across-the-board manpower program aimed at general upgrading 
and increasing the investment in human capital* and a corresponding commitment 
to maintaining a high level of employment nationally might well be essential 
political and economic ingredients for the success of policies to reduce 
institutional barriers. 

F. Research. Design. Experimentation* Evaluation* and J)emonstration 

Knowledge to implement fully effective programs of the type we recommend 
is s till inadequate. Hence we recommend (IX-a. and IX-b.) a carefully designed* 
Integrated and expanded program of basic and applied research* including large- 
scale field experimentation and evaluation. Behavioral research for computer- 
matching, training and motivation is especially important, as is the prediction 
of the macro impacts of various programs. Increased emphasis needs to be given 
to the practical problems of applying research findings quickly and effectively. 
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Estimates of Costa and Benefits 



In thi9 chapter we indicate in brief the scale of new activities 
that would be needed to carry out the proposals , complementing existing 
manpower programs. The activities are priced out by reference to the costs 
of existing programs^ , and their Impacts on unemployment, production, and 
inflation are predicted. Some limitations of these rough estimates are 
discussed and finally implications for the federal budget are noted. 

In estimating the impacts of these programs on unemployment, we make 
judgmental estimates of the extent to which the Employment Service and the 
youth program speed placements, reduce turnover, and increase the employ- 
ment opportunities of teenagers. We try to determine the Impacts of the 
skill and mobility programs by estimating the existing, contribution of 
occupational and regional imbalances to inflation, using the dispersion 
measure described below. Assuming that this component of inflation would 
be largely eliminated by the proposed programs to reduce imbalances, we 
determine how much unemployment could be reduced by Increases in aggregate 
demand before the inflation rate would be restored to its original level. 

Next we estimate the likely rise in real gross national product that 
would result from the above unemployment reductions, making allowance for 
the fact that more people would choose to work as employment opportunities 
Increased . 




*In most cases it was assumed that the unit cost of our proposal would 
be much higher than the nearest comparable existing program. For example, 1 

the average cost of relocating workers in the Labor Department's demonstra- 
tion projects was about $900. We tripled this factor to take into account 
the greater distances and increased services that might be required. Simi- 
larly in estimating the cost of the training programs for skill shortages, 
we used a cost factor of $5,000 per trainee and assumed that two persons 
would need training for each vacancy to be filled since it might not be possible 
to directly retrain persons in loose markets to fill jobs in tight ones. 



^See the Appendix, Section D for the measurement of 



unemployment and dispersion. 
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Since the details of these estimates are presented in Part B, only 
a brief summary is given here. The "ball park" estimates of the costs and 
benefits of the proposals and their totals are presented in Table l. A 

The total estimated social cost of the recommended programs is 
approximately $14 billion. These programs could, we estimate 9 decrease 
unemployment by roughly two percent with an increase of real GNP of about 
$30 billion. Alternatively, this unemployment decrease could be converted, 
by aggregate demand measures, to a reduction of the inflation rate by about 
one and one-half percent per year with a substantially smaller increase in 
real GNP. 2 

For a perspective on the cost of this manpower approach, we should 
keep in mind the financial and other costs of continuing to fight inflation 
and unemployment with only fiscal and monetary measures. By using these 
policies, national production losses recently have been experienced that 



^All figures are based on estimates of steady-state Impacts and hence do 
not reflect either the costs or benefits expected during the first years of the 
programs. If a decision were made to implement the proposed program, considerable 
time would be required, first to develop and test it and then to institute a 
gradual buildup to full operation. 

Some program Impacts reduce unemployment by certain fractions, other things 
being equal; other program Impacts are estimated to reduce the inflation rate, 
other things being equal. When we consider the full Impact of all programs operating 
simultaneously Instead of one at a time, the unemployment impacts of the first category 
combine multlpllcatlvely and Inflation impacts of the second category combine add- 
itlvely. However, the r.ogarlthmic inflation-unemployment relation indicates that 
when the additive inflation Impacts are converted to unemployment terms, they also 
Interact multlpllcatlvely. Hence in estimating the total impact of all programs 
their multiplicative combination is used. 

In comnon sense terms, this means that with inflation held constant, the unemploy * 
ment reduction obtained by the first program lowers the residual unemployment that 
can be reduced by the second program and so on. (We are indebted to Robert Hall 
for clarifying this program interaction.) 

Estimated by moving along the new Phillips curve back to the original 4.5 
unemployment rate. 
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TABLE 1 



SUMMARY OF ESTIMATED INCREMENTAL ANNUAL SOCIAL COSTS AND BENEFITS 





Social Cost 
(billions 
of dollars) 


Percentage 
Decrease in 
Unemployment 


Decrease in 
Unemployment 
at 4.5 percent 


Increase 
in GNP 
(billions 
of dollars) 


Upgrading and Expan- 
sion of the 
Employment Service 


$ 2.4 


10% 


0.5% 


$ 6.7 


Vocational Coun- 
seling in Schools 
(Benefit in 
lifetime earnings) 

Youth Work Study and 
Employment Subsidy 


0.5 

1.0 


t 


15 


0.7 


7.0 


Identifying and 
Training for Skill 
Shortages 


5.5 










Industrial Services 
Aimed at Skill 
Shortages 


0.2 




25 


1.1 


16.5 


Child Care 


3.5 










Geographic Mobility 


0.6 


7 


0.3 


4.5 


Total 


$14. 


47% 


2.1% 


$30. * 





% 



»v* 







* Combined multiplier tively 
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are estimated at approximately $65 billion per year.* 

It may not be necessary or desirable for the government to incur 
all of the costs of these programs. Individuals or firms that benefit 
directly could be called on to share some of the cost. In addition, to the 
extent that GNP was increased, the government would recapture some of its 
costs through Increased revenues. For both reasons, the government's cost 
may be less than the total $14 billion estimated here. For example, if 
private individuals and firms paid one-third of the total cost and if the 
government's tax take increased by one-fifth of the $30 billion projected 
Increase in GNP, the net cost to the federal budget would be about $3 billion. 

If, from Table 1, we calculate the societal benefit-cost ratios of 
the various categories of program recommendations, as measured in terms of 
the increase in GNP per dollar of cost, we obtain the following ranking: 
mobility 7.5, youth 4.7, Employment Service 2.8 and skill shortage 1.8. 

Little weight should be put on this ranking, because of the limitations 
cited earlier. We are inclined to urge an attack on a broad manpower front 
rather than at this stage to pinpoint individual targets too precisely. While 
we have considerable confidence that some actions are needed in each of the 
areas urged, the exact program allocation might well be improved. No effort 
has yet been. made to equalise the marginal costs and benefits. 

Our estimates of the costs and Impadts of these recommendations should 

*This Is the average over the last five quarters of the gap between potential 
and actual GNP estimated by the Bureau of the Census In Business Conditions Digest 
Oct. 1971, Table El, and converted to current prices using the GNP deflator. 
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be treated with caution for several reasons that are spelled out in Chapter 

X. 

Ideally, occupational and geographic compartmentalization would be 
considered jointly. A worker who didn't find a job in his compartment could 
escape either by training or by travel. Unfortunately the data are insufficient 
for such an analysis and, consequently, the various components of dispersion 
were analyzed independently. Hence we were unable to evaluate the extent to 
which the overlapping of the proposed programs produce an unnecessary and 
inefficient overkill of dispersion, or, conversely, the extent to which, by 
being complementary, the individual proposed programs are more effective than 
their independent estimates of impact would indicate. 

Other questions concern the dispersion of unemployment as a measure of 
segmented imbalance that contributes to inflation and unemployment. We know 
that if the money wage rate in a compartment responds only to the unemployment 
rate of that compartment, and all wage response parameters are identical, then 
the national inflation rate is minimized by equalizing all unemployment rates. 

But we don't know how adequate are the approximations used in the compartment- 
alized model of the labor market. Clearly more theoretical and empirical work 
is needed to increase the accuracy of such cost and benefit estimates.. 

The analysis on which the proposals are based has concentrated on the 
macroeconomic response of changes in the operations of labor markets. Questions 
can be raised about the effectiveness of programs in achieving the desired impacts 
on labor markets. To improve program impacts we recommend work on design, 
experimentation and evaluation, and a gradual buildup of programs. 

Although the proposed programs are designed primarily to Increase pro- 
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ductivity , they also should. Improve the distribution of earned income by 
stimulating upgrading and increasing aggregate demand. Unfortunately, the 
effectiveness of existing manpower programs is severely limited by the fact 
that they operate in slack sectors of the labor market which cannot be 
eradicated by aggregate demand measures without bringing on inflation. 

Although the basic idea of manpower programs is not new, the scale and 
thrust of the proposed programs to achieve a basic improvement in the 
Phillips curve trade-off^" between inflation and unemployment would mark a 
new departure in policy for the United States. 



*For an analysis of this trade-off for the U.S., see C.C. Holt, C.D. MacRae, 
S.o. Schweitzer, and R.E. Smith. The Unemployment-Inflation Dlletima : AMaagower 

Solution , The Urban Institute, 1971. For an international comparison of trade- 
offs that shows the adverse relation for the U.S. see Erich Spl taller. Prices 
and Unemployment in Selected Industrial Countries ,* ** International Monetary Fund . 
Staff Papers, November 1971. 
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Part B 

PROGRAM RECOMMENDATIONS 



This Part provides the background for each of the 
proposals discussed above, as well as a fuller description 
of the recommendations and the procedures by which we 
estimated their expected costs and Impacts. 

Each of the five Chapters in this Part discusses 
one of the program areas within which we have grouped our 
proposals: matching workers, jobs, and manpower services; 

reducing the high unemployment of young people; reducing 
critical skill vacancies; reducing geographical Imbalances; 
and reducing institutional barriers* 
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IV. Matching Workers. Jobs, and Services 



A good deal is known about how workers search for jobs.*' To an 
amazing degree they ask their brothers** in- law and their next-door neigh- 
bors. Workers are referred to training programs by the Employment Service 
all too often because they happen to be unemployed when the courses have 
open slots , rather than for any interest in the work for which they would 
be prepared. There is still a largely unmet need for public and private 
institutions to aid the millions of decisions on employment and employ- 
ment-related services that workers and employers are constantly making. 

As we have pointed out above, the important national issues of 
inflation and unemployment are significantly affected by the speed and 
quality of these individual decisions. Governments the world over have 
recognized the need and have responded by establishing public employment 
services and backing them up with various work-related service programs 
such as training, health, mobility, etc. 

In this section we consider what could be done in the United States 
to improve the process of matching workers, jobs, and services. The 
services themselves are considered in subsequent sections, but their 
effectiveness depends to a critical degree on getting the right man in 
the right slot. Hence the employment service function is of critical 
importance. 

H’or example, see H.L. Sheppard and A.H. Belitsky, Job Hunt . 
Baltimore: Johns Hopkins University Press, 1966. 



